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l. INTRODUCT I ON

A. Procedural History

On June 29, 1994, Eastern Edison Company ("Eastern’ or "Company") filed wi th the
Department of Publ ic Util 1ties (Department’) an appl 1 cation for approval of a change i1n the
ConservationCharge ('CCY rates appl i cable to each rate class for the period September 1,
1994 through December 31, 1995. On July 19, 1994, the Company amended 1ts application
so that the proposed CCs would be appl 1ed for the period December 1, 1994 through
December 31, 1995. As attachments to 1ts filing, the Company submitted impact and process
evaluations thatwere used to estimate savings from the Company's demand-s 1de management
('DSM") programs. The savings estimates produced by the DSM 1mpact evaluations are
used by the Company and the Department for planning purposes and for determining the lost
base revenue ('LB") to be collected by the Company in aparticular year. OnDecember 1,
1994, the Company submitted revised CC schedules and supporting testimony and
documentation requesting that new CCs be implemented beginning January 1, 1995.

On July 29, 1994, the Department 1ssued an Order of Notice and directed the
Company to publ 1shsaidNotice 1naccordance with the Department’'s rules of practice and
procedure. The Notice stated that the Department would conduct an investigation into the
Company's filing and, on its own motion, into the Company's CCs and the various
components of those charges. The Noti ce further stated that the Department would
investigate 1ssues related to the Company's DSM monitoring and evaluation ("MEE")

reports. The Notice also stated that the Department intended to investigate altemative

! The Company's fil ing refers to the ConservationCharge as the "Conservation Cost

Adjustment Factor."
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methodologiesbywhichto calculate the LBRallowed for recovery by Eastem. TheNotice
established August 16, 1994 as the date for public hearing.

he following parties were granted intervenor status 1nthisproceeding: the Attomey
General of the Commonwealth ('Attorney General") ; Cambridge ElectricLight Company,
Commonwealth Electric Company and Commonwealth Gas Company ("Commonwealth’) ;
FitchburgGas and ElectricLight Company (FGE") ; andllesternMassachusetts Electric
Company ("MECo"). Commonwealth, FG(E, and IMECo are all regulated utilities
certified by the Department to provide electrical energy iIn Massachusetts.

The Company presented two witnesses inthis case: CarolS.lhite and Donald M.
Bishop 1nsupport of the Company's CC filing. No other party to the proceeding offered
testimony. The record includes 83 exhibits submitted by the Company. The record also
includes the Company's responses to %6 record requests 1ssued dur ing the course of the
proceeding. The Department entered four additional exhibits 1nto the record.

The Department held a publ 1 c hearing and procedural conference inBostonon
August 16, 1994. In addition, there were three days of evidentiary hearings on
September 19, 21, and 29, 1994 held 1n Boston.

B. DSM Savings Estimation Techniques

The Department has not specified the savings estimation techniques to be used by
companies intheir impact evaluations. Instead, companies are allowed the flexibility to
select techhiques that they deem most appropriate, provided that the techmiques satisfty the
standards of review set forth inSection 1.C., below. The impact evaluations that are the

subject of thisOrder included avariety of savings estimationtechniques, including
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engineering estimates, billing analysis, end-use metering, load shape data, and surveys.

As a general rule, the first step indeveloping energy and demand savings estimates
consists of produc ing engiineer ing estimates of amual savings, based on the number of energy
conservationmeasures (ECMs') installed. hese estimates are called 'tracking system'
estimates. As stated inSection 1.C,, below, the Departmentgenerally has required
companies to measure actual savings after the installation of the ECMs. Post-installation
measurement tecniques typically measure the savings for a sample of program participants
in a particular year (the participant group). he savings estimates for the participant group
then are extrapolated to the entire population of program participants. One frequently-used
extrapolationmethod 1nvolves the calculationof a'real 1zationrate' for the participantgroup.
The real1zation rate i1s defined as the ratio of the measured savings estimates for the
participant group to the engiineering savings estimates for the same group. o calculate total
program savings estimates, the engineering savings estimates for the entire population of
program participants are multiplied by the realization rate.

In order for the Department to determine LBR and to satisfy the Department's
standard of review for D0M impact evaluations, the savings estimates must (1) reflect

amual ized energy savings estimates’ for each year of program implementation; () reflect an

For a generic description of these techniques, see Cambridge Electric Light
Company/Commonwealth Electric Company, D.P.U. 94-2/3-CC at 9-18 (1994) ;
Massachusetts Electric Company, D.P.U. 92-217-B at 7-16 (1994).

Annual1zedsavings are the savingsdue tomeasures installed throughoutan
1mplementationyear thatwould occur 1f the measures were inplace for the entire
year.
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estimate of actual savings for testyear implementationand for any other implementation year
forwhichlR 1srequested; (3 reflect the level of demand savings that occurs at the time
of, or coincident with, a company's peak power demand (1.e., "coincident' demand
savings);‘ and (4 exclude the level of savings that would have occurred in the absence of
implementation of the DSM programs (i.e., 'net' savings estimates).’

C. Standard of Review

In Massachusetts Electric Company, D.P.U. 92-217-B, at 6 (1994), the Department

introduced a new standard of review that would be appl 1ed to subsequent impact evaluations.
The Department stated that, 1n order for a company's DM savings estimates to be accepted,
the company must demonstrate that 1ts 1mpact evaluations are reviewable, appropriate, and
reliable.® 1d.

An impact evaluationfiling 1s consideredreviewable 1f it is complete, clearly

presented, and contains a summary that sufficiently explains all assumptions and data

Savings estimates that do not reflect separately the level of demand savings that occur
at the time of a company’s peak power demand are referred to as 'non-coincident’
demand savings estimates.

Savings estimates that do not take into account the level of savings that would have
occurred 1nthe absence of implementation of the DM programs are referred to as
'gross'savings estimates. To determine net savings estimates, gross savings
estimates must be adjusted for nonprogram factors that may affect the electricity
consumption of program participants, such as free-ridership, economic conditions,
weather, spillover, and snap-back.

InD.P.U. 92-217-B, at 6, the Department stated that this standard of review'reflects
the criteriathat have been establ 1 shed for the review of electric companies’ demand
forecasts. This 1s appropriate because, as with electric demand forecasts, DM
1mpactevaluations employ inputdata and complexmethodological techniques to
develop assessments that are important to the utilities’ resource plaming processes
and to ratepayer costs."
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presented. 1d. An impactevaluation i1s considered appropriate 1fevaluationtechniques
selected are reasonable given considerationof the characteristics of aparticular DV
program, the company's resources, and the avai lable methods for determining demand and
energy savings estimates. Id. at 67. Finally, an impact evaluation is considered reliable i f
the savings estimates included inthe evaluationare sufficiently ubiased and are measured to
a sufficiet level of precision, again given consideration of the characteristics of a particular
DM program, the company’s resources and the avai lable methods for determining demand
and energy savings estimates. 1d. at/.

The Department previously has found substantial bias Inengineering estimates of
DMsavings and, accordingly, has generally required companies tomeasure savings after

the installation of ECMs. Boston Edison Company, D.P.U. 90-335, at 106 (1992)

('BECO") ; Nantucket Electric Company, D.P.U. 91-106/138, at 212-215 (1991) ;

Massachusetts Electric Company, D.P.U. 90-261, at 79, 80, 85 (1991) ("D.P.U. 90-261") ;

llestern Massachusetts Electric Company, D.P.U. 91-4, at 142-143 (1991) (""MECOQ").

he Department has 1dentified additional sources ofbias insavings estimates, including:
(1) poor selection of samples used 1n savings measurement analyses, IMECo at 138;
(2) Inaccurate hours-of-use estimates, BECo at 105; IMECo at 142; D.P.U. 90-261,

at 109-110; (3) the fairlure to account for free riders, BECo at 111-112; (4) the failure to

account for interactions of multiple BMmeasure installations, Cambridge Electric Light

! The Department recognizes that the state-of-the-art in methods used to determine

DMsavings estimates 1s evolving and expects electric companies to remainupto
date with technological and methodological advances in this field.
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Company and Commonwealth Electric Company, D.P.U. 89-242/246/247, at 78-719 (1990) ;

and (5) overestimated persistence of savings. BECo at 110-111; IMECo at 147-148.

liith respect to the precision of savings estimates, the Department recognizes that, in
certain Instances, the costs of obtaining more precise estimates of savings may exceed the
incremental value of those more precise estimates. See D.P.U. 90-261, at 10. Therefore,
the Department directs conmpanies to pursue savings measurement activities that maximize the
level of precisionof the DM savings estimates, but only to the extent that the marginal
value of the more precise savings estimates exceeds the marginal cost of obtaining the

additional precision. See BECo at 100-103, 110; D.P.U. 90-261, at 106, 108.

D. Reviewability

As stated inthe standard of review, above, a company's impactevaluationfiling is
considered reviewable if 1t is complete, clearly presented, and contains a summary that
sufficiently explains all assumptions and data presented. Although the Company presented a
summary of 1ts savings estimates, that summary did not include a sufficient explanation of
how those savings estimates were derived from the process and impact evaluations.
However, because the standard described above was set forth 1nD.P.U. 92-217-B, issued on
May 20, 1994, the Company did not have adequate time to comply wi th this standard before
submitting 1ts filiang 1nJune 1994 Therefore, for purposes of this proceeding, the
Department accepts the Company's fi1ling for review but 1n the future expects the Company

to submita filing that satisfies the criteria for reviewabi lity set forth above.
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Inaddition, the Company filed revised CCs onDecember 1, 19942 which include

values for net energy savings producing LB 1n1993 that di ffer sl ightly from those values

presented in the June 1994 CC filing (Exhs. EE-L; DPU-1, at 17). The Company provided

an explanation of the modifiedvalues ina supplemental filing (Exh. EE-L, Supp.).

DSM PROGRAM EVALUATIONS

A. Commercial and Industrial Retrofit Program

1. Program Description

In 1991, the Company began implementation of the Commercial and Industrial

('C/1" Retrofit Program, which is designed to serve both small and large commercial,

industrial, and institutional customers (Exh. DPl-4, at 11-19).° The program provides

rebates for the installation of avariety of energy conservation measures including ligiting;

water heating ; motors; andheating, ventilation,andairconditioning (HAC") equipment

(Exh. EE-L, Att. CiI-1, at ES-2, Att. CSI-2, at 1). The program i1s promoted as a part of

the Company's "Energy Solutions' effort and 1s marketed through three approaches: direct

Pursuant to C.M.R. 220 § 1.103), 'Documentary Evidence: Incorporation by

Reference," the Department offers and enters into the recordas Exhibi tDPl-1 the
Company's December 1, 1994 "Conservation Cost Adjustment Fil1ng, December
1994"whichwas filed by the Company under the provisions of its tara ffM.D.P.U.
No. 2719, for approval of a change i1nthe Conservation Cost Adjustment Factor
appl icable to eachiate Schedule for the period January 1, 1995 through December
31, 1995. All parties to the proceeding have beennotified of this offer and
incorporation into the record by reference and have no objections.

Pursuant to C.M.R. 220 § 1.103), 'Documentary Evidence: Incorporation by
Reference," the Department offers and enters into the record as ExhibitDPl-4 the
Company’'s 1993 Conservation and Load Management Annual Report, filed wi th the
Department on September 22, 1994. All parties have been notified of this
incorporation into the record by reference and have no objections.
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contact by the Company's Consumer Services staff, direct marketing through letters, and
telemarketing (Exh. EE-1, Att. CiI-1, at ES-3).

2. Evaluation Description

The Company performed an impact evaluationof this programusing informationfrom
the 1991 and 1992 participants (Exh. EE-], Att. CiI-2, at 6). The Company employed two
separate analysis techniques, describedbelow, to determine savings estimates: the
Engineering Cal ibration Approach ('ECA), and a billing analysis (i1d. at 3). The Company
had planned to combine the results as described 1nthe Executive Summary of the impact
evaluation(id., at Ex-l). However, because of several perceived l imitations, the Company
rejected the results of the billing analysis (1d. at £2-43). The Company reported that
real1zation rates derived from the ECA analysis were appl 1ed to the estimates fromtheir
tracking systemfor1992and1993toderive the savings estimates for theseyears
(Exh. EE-1, Att. CiI-2, at vi 1 ; Tr. 2, at 93).

a. ECA Evaluation Method

The ECA evaluationcombined on-site survey information, end-use metering, and
tracking system estimates to develop real 1zation rates (Exh. EE-L, Att. C3i-2, at 5). The
sanmple size, design, and selection of participants for the onsite surveys and metering were
determined throughstati stical tecmiques’ (id. at56). he statistical techniques combined

withapreliminary analysis of 18 projects resulted ina final sample of 63projects. A

o The sample size was determined through a formula that incorporated an error ratio

and thedesired level of precision(id. atb). For the designof the survey and end-use
metering samples, the Model-Based Statistical Sampling (MBSS) System was
employed (1d. at 6).
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comprehensive engineer iing assessment was performed on these 63, and one project was
utilized for amotor savings analysis only (id. at 6). From the sample of the remaining 62
projects, a stratified sample of 4 customers was selected for end-use meter ing for a more
complete lighting analysis' (id. at 7). Lighting loggers were installed several weeks before
and were removed several weeks after retrofitting to determine savings estimates (1d.
at 12-13).

The Company stated that connected demand savings” estimates were developed
through 1ts tracking system using spot metering data collected during sitevisits (id. at 3,
26-21). Real 1zation rates for winter and summer peak demand savings were then developed
using end-use metered hourly profi le data compared to track ing system conmnected demand
savings estimates, incorporating seasonal difference (1d. at 26-27).

The Company stated that a real 1zation rate for each end use was developed by
multiplying the ratio of the onsite survey-based savings estimates for the 8 sites totracking
system estimates of savings for those same sites by the ratio of metered results for the %4
metered sites to onsite surnveybased estimates of savings for those same 2 sites (id at %;
r.2, at8l). The resultant real 1zationrate of 86.6 percent for lighting measureswitha

relative precisionof 135 percent, whi ch accounted for 91 percent of savings achieved In

i Because 9l percent of total program savings were achieved by l ighting measures (i1d.

at’), the Company's approach emphas ized the determinationof savings from l ighting-
dominated projects (id. at 11).

L Connected demand savings refers to the difference between the rated wattage of

standard equ ipment and the wattage of the installedhigher efficiency equipment
(Exh. DPU-1-6).
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this program, was apl 1ed to the tracking estimates to developgross savings estimates for the
program population (Exh. EE-1, Att. CiI-2, at 25-26, 29, 33). llhen the results of the
non-1ighting measure analyses were incorporated, the resultantgrossreal izationratewas
9L.5 percent with a relative precision of 2.3 percent (1d. at 33).

In order to determine net savings estimates, the Company developed free-rider rates
for each end use based on the answers to one question 1na survey conducted as part of a
process evaluation® (Exh. EE-, at 10). For lighting measures, the survey results showed
that eight percent of the participants were free riders (Exh. EE-L, Sch. C3I-l). Thus, the
gross savings estimates for I ighting measures were adjusted by that factor (1d.). For non
I 1ghting measures, the survey results showed thatb.6 percent of HAC participantswere
free riders; I percent of motors participants were free riders; and 2.3 percent of hot water
heater participants were free riders (Exh. EE-], Att. Cil. 1, at 111-30). However, the
Company reported that 1tdidnot use these non-l1ighting free-rider rates because the sample
size was too small to apply the results to the total population (Ir. 2, at 83). Instead, the
Company stated that 1t applied a free-rider rate of 22 percent to 1ts non-lighting savings
estimates, based on publ 1 shed results from another local electric company (Exh. EE-, at10;
Tr. 1, at 88).

he Company stated that persistence is implicitly contained inthe realizationrates

B Although the question listed five options for response, only those participants who

answered that they would have purchased the same energy efficientequipment inthe
absence of the program were counted as free riders (Exh. EE-L. Att. CSI-1,
at 111-29).
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developed in the impact evaluation of this program (Exh. DPU-1-8).* The Company

reported that the results of apersistence study for this program shouldbe avai lable inthe
first quarter of 199, and that the savings estimates from 1992 and 1993 installations wi ll be
adjusted 1n future years based on the results of the persistence study (1d., Tr. 1, at 40).
Finally, anetrealizationrate of 8.7percentwitharelative precisionoft23percentwas
developed, taking into account free riders and persistence (Exh. EE-L, Att. 2, at %3).

b. Balling Analysis

The Company reported that the bill ing analysis included all 1992 C/1 Retrofit Program
participants with avai lable and conplete data that did not reflect extreme variability Inusage,
missingorzerovalues for savings, or other anomalous data (Exh. EE-1, Att. CSli-2,
at 3, 38).® A comparison group was developed by matching non-participants to
participants using three factors: company designation (i.e., EastemEdison, Newport Electric
Company, or Blackstone \alley Electric Company) ; revenue code (designating commercial or
industrial customer) ; and average monthly usage (id. at ). The Company reported that
the evaluator explored several model configurations and chose a final model to determine
postperiod consumption based on pre-period consumption and the net engineering estimate of

savings asvariables (id. at39-41). The Company stated that the coefficient of the

o The Company claims that the post-retrofit surveyperformed as apart of the ECA

analysis accounts for persistence up to the date of each survey (Exh. DPU-1-8).

B After data screening, data on a total of 177 parti cipants were avai lable for cross-

sectional regression analysis (Exh. EE-L, Att. Cili-2, at 39).

16 After data screening, data on a total of 43 non-parti cipants were avai lable for

inclusion in the comparison group (Exh. EE-1, Att. CilI-2, at 39).
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engineering estimates of savings resulted ina real 1zation rate of 6.2 percent with arelative
precision of +13.8 percent (id.).”

C. Determination of Final Savings Estimates

The Company noted a number of limitations associated with the billing analysis -
primarily, a small sample and a lack of data for non-participants® -- and stated that the
results are likely to be biasedbecause of these limitations (1d. at 44). he Company also
noted two potential sources of bias for the ECA analysis: the limited durationof the onsite
meter ing used to develop hours-of-use estimates for the energy conservationmeasures and
the small size of the participant sample (Exh. EE-1, Att. C3I-2, at 42, 4).”
Nonetheless, based on the recommendati on of the evaluator who performed the impact
evaluation, the Company decided not to statistically pool the results of the billing analysis
with the results of the ECA, but rather to use the ECA results only (id. at ).

The Company 1s not requesting LB for 1991 for thi s program because C/1 customers
were be ing served by another program during 1991 (see discussion of discontinued programs
inSection 11.G., below) (Exh. DPU-1, at 17).

Based on the results of the ECA analysi s and the process evaluation, the Company

determined that a total of 13 Eastem customers participated in the C/l fetrofat Program in

i Free-ridershipandpersistenceare implicitlyaccountedfor inabillinganalysis.

18 The Company did not conduct a non-participant survey (Exh. EE-1, Att. C3i-2,
at 45; Tr. 2, at 103).

9 Other shortcomings of the ECA analysi s include the small sample sizes for several
non-lighting measures (Ir. 2, at 83), and the fact that the sample did not cover
refrigeration or custom measures (Ir. 2, at 93-92).
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1992 (Exh. DPU-RR-1), achieving estimated annual1zed energy savings of 4,614,472 KiH
(Exh. EE-], Schedule CSi-1). The Company presented estimated demand savings from
1992 installations for this program of 1,276 Ki in summer and 85 Kil an winter (id.).

The Company also determined that a total of Yl Eastern customers participated in
the C/1 RetrofitProgram i1n 1993 (Exh. DPU-R-1), achieving estimated annual 1zed energy
savings of 12,558,350 KiH (Exh. EE-1, Schedule CSlI-1). The Company presented
estimated demand savings from 1993 installations for this program of 3,189 Kil 1n summer
and 2,123 Kl in winter (id.).

3. Analysis and Findings

The record shows that the 1992 and 1993 savings estimates for the C/l Retrofit
Program are based on the results of on-site surveys, end-use metering, and tracking system
estimates (See Section 11.A2.a., above). However, this ECA analysiswas limitedby (1) the
limited duration of the on-site metering used indeveloping hours-of-use for the energy
conservation measures, (2) the small sample size of participants, (3) the exclusion of
refrigeration and custom measures, and (§) the small sample sizes for several non-lighting
measures. Inaddition, the survey-basedfree-rider adjustmentwas limitedby the use ofa
single survey guestion,whichdidnotdelve fully intoparticipants'motivations for installing
measures, and didnot attempt to measure partial free riders. Further, the Company didnot
adequately support 1ts decision to import freerider adjustments for nonl ighting measures
fromanother util1ty. Despite the weaknesses identified inthe ECA analysi s, none of the
deficiencies mentioned above would lead to obviousbias ineitherdirection.

The record also indicates that the Company performed abilling analysis for this
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program but rejected the results of the billing analysis (see Section 11.A2b., above). Ihile
the Company cited the small size of the sample and the 1nabi l ity to incorporate customer
data, particularlynon-participantdata, as reasons torejectthe billing analysis,? the
Compary has not presented any evidence to suggest that these limitations lead to clear bias in
one direction or another. Therefore, the Department concludes that the problems
surrouding the billing analysis also raise questions regarding reliability, but do not represent
instances of clear bias.

lhen correctly appl 1 ed, both techniques described above previously have been found
by the Department to be rel1able methods of estimating savings for this type of program. See

llestern Massachusetts Electric Company, D.P.U. 94-8-CC (Phase 11) at 12, 15-16 (1994).

lhen more than one savings estimation technique i1s applied to aparticular program, the
Department has directed companies to reconci le differences insavings estimates. See

Fitchburg Gas and Electric Light Company, D.P.U. 92-181-A at 43 (1994). The Department

finds that the deficiencies inthe ECA andbi lling analyses are comparable, and that the
results are sufficiently unbiased. Therefore, the Company shouldnot have rejected the
results of the bill ing analysi s but should have combined the results of the two studies.
Accordingly, the Department di rects the Company to pool the results of the ECAandbilling
analyses, weighing each study's results equally, because () the relative precisions of the
results of the two methods are comparable, and (2) no evidence was presented regarding the

relative weights of the two studies. Based onthis pool ing, the Company isdirected to

a The Department notes that the Company fai led to collect the datanecessary to

perform a more robust billing analysis (See Section 11.A.2.c., above).
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recalculate the energy and demand savings estimates for its C/l fetrofit Program and the
(R associated wi'th these estimates, and to submit them to the Department 1na compl 1ance
filing to this Order.

Inaddition, the Company's claim that persistence inthe shortrun is implicitly
accounted for 1n the impact evaluation 1s supported by the record. Therefore, for purposes
of calculating LR inthisproceeding, the Department accepts the treatment of persistence
forsavings for C/lRetrofitprogram implementation i1n1992and1993anddirects the
Company to implement its plans to refine persistence figures in future years.

B. C/1 Efficient Construction Program

1. Program Description

he C/1 Efficient Constructionprogram provides incentives based on the incremental
cost of highefficiency designandbuilding practices during constructionof anewbuilding,
renovation of anexisting building space, or installation of new equipment (Exh. EE-,
at4h). heprogramwas available toall commercial, industrial and institutional customers
(nd. at4). Also, since 1993, construction and renovation of multifamily dwellings not
covered by the Energy Crafted Home program have been eligible for this program (id.,
Att. CSI-3, at 1).

The C/1 EfficientConstructionprogramoffers two implementationstrategies: a
‘menu dr iven'prescriptive measure approach; and an"interactive' comprehens ive approach
that ismarketedto customerswithbuildings larger than0,000 square feet (i1d.). The

prescriptive measure approach offers the customer a listof specificmeasures andtheir
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respective rebates (id.).” The comprehensive approach is designed to maximize
conservation ina comprehensive and interactive mamer relying on architects, engineers and
computer models to evaluate all potential design and construction options (1d. at 1-2).

2. Evaluation Description

The Company conducted an impact evaluationto calculate the energy and capacity
savings associatedwiththe C/l Efficient Constructionprogram (id. at38). The impact
evaluationcorbined onsite datawithengineering estimates todetermine the estimatedactual
savings for 2 of the5participant projects completed throughJune 1993 (id.).? This
representative sample was selected based on the demand level of each participant, putting
greater we 1ght onthe programparticipantswithgreater expected savings levels(id.). The
sanmple was then segmented 1nto four strata to represent the heterogeneity of the participant
population (u1d.).

Sitevisitswith customers in the participant sample yielded data onbuilding and
equipment operating characteristics (id). In addition, meters were used to determine site-
specificdemands and operating hours for the equipment thatwas installed as part of the

program (id.).

i liithin the prescriptive measure approach, two methods are avai lable for determining

rebates for energy efficient lighting measures: the building code method and the
specific fixture method. Rebates under the bui lding code method are basedona
watts-per- square-foot reduction. febates under the specific fixture method are
predetermined for each type of fixture (Exh. EE-L. Att. Cdi-3, at 1).

2 One project using hermal Energy Storage technology was determined to be unique in

that 1ts focus was demand reduction instead of energy savings (Exh. EE-1, Att.
CSI-3, at 41). The sampl ing methodology used the remaining b projects as the
program population from which to design the sample (1d.).
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In order to estimate what equ ipment would have been installed absent the program,
constructionbaseline practices inthe EJA service territories were evaluated (1d.).
Information from site visits to bnonparticipant facilities was used to define lighting
practices (id). Air coditioning adrefrigeration basel ineswere determined from two recent
studies that were completed for a consortium of New England utilities (1d.).

he Company also made adjustments to gross savings estimates based on estimates of
free riders, free drivers, snapback and persistence (id. at 9%). Freeridership levels were
based onparticipants’ responses to three questions associatedwith the 11 kel 1hood that the
participants would have installed the measures on their own without Eastem's program or
with lower rebate levels (1d. at?52). The Company calculated5percent to 32 percent free-
rider rates based onspecific measures (i1d.). For lighting measures, which comprise 69
percent of the program savings, the Company calculated al9 percent free-rider rate (id.).

fegarding free-drivership, snapback and persistence levels, the Company determined
that the infformation aailable was insufficiet to quantify ary of these factors with significait
statistical precision(id. at?,5). herefore, no adjustment was made to gross savings
estimates to account for free drivers, snapback or persistence (1d.).

The Company calculated that the C/1 EfficientConstructionprogramproduced energy
savings of 592 MiH 1n 1992 and 755 MiH 1n 1993 for a total effect of 1,347 MiH &n
1993 from 1992 and 1993 installations (Exh. EE-1, Sch. CSI-2). The Company also
calculated that implementation of the program during 1992 and 1993 produced demand

savings of 376 Kil in the summer of 1993 and 131 Kil in the winter of 1993 (i1d.).
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3. Analysis and Findings

he record indi cates that the Company calculated net energy savings estimates based
onarepresentative sample of participants. The recordalso indicates that, inorder to
determine the basel ine energy usage, the Company conducted site visits of nonparticipant
facilities and relied onreports of basel ine efficiencies implemented in the New England
region. The Department finds this methodology appropriate. The Department also finds that
the Company's analysi s was well-documented, and that the savings estimates are sufficiently
unbiased andprecise. Therefore, the Department accepts the savings estimates for 1992and
193 implementation of the C/1 Efficient Construction program as rel 1able for purposes of
calculatinglBi, consistentwithanymodificationsrequiredbytheDepartment in
Section IVA2.

C. Single Family Retrofit Program

1. Description

The Company began implementation of the Single Fami ly Retrofit ("SFR") Program
1n 1991 (Exh. DPU-4, at 11-3). The program 1s designed to encourage the installationof
energy efficient equipment in existing homes, targeting three single fami ly markets:
() customers with electric space heat; () customers with electric water heating; and (3)
general use customers (Exh. EE-L, Att. Cdi-4,Vol. 1, at 1.1). The Company markets the
programby offering to install, free of charge, energy conservationmeasures thatprovide
immediate savings to all customers and all cost-effective insulationand infiltration
improvements for electric space heating customers (id. at 1.6).

The Company did not complete an impact evaluation for this program before the close
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of the record but reported that an impact evaluationfor thisprogramwi ll be final 1zed by the
end of 1994 andwi Il be submi tted to the Department as part of itsnext MdE faling (Ir. 2,
at 716). The Company stated that plans to conduct program evaluations every other year were
developed 1n cooperationwith interested parties inMassachusetts andthode Island, including
Department staff and the Offi1 ce of the Attorney General, and are consistentwithplans
included in the C4M Annual Report filing to the Federal Energy fegulatory Commission

("FERC")? (Exhs. DPU-2*; DPU-3¥). The Company identified the cost burden as the

B On August 20, 1993, EUA entered into a Memorandum of Understanding ("MOU"),

under which DSM program plans and budget review and approval will be moved
from FERC to the states beginning with expenses incurred under 1996 programs
(MOU at 10-11). The MOU was approved by the Department on August 25, 1993 i1n
D.P.U. 93-157.

“ Pursuant to C.M.R. 220 § 1.10(3), 'Documentary Evidence: Incorporation by

Reference," the Department offers and enters into the recordas ExhibitDPJ-2 the
Company's October 3L, 1993 report entitled "Conservation and Load Management
Annual feport Information Fil1ng and Projected fevenue fequ i rements -- October 31,
1993 which was filed with the Department on November 1, 1993, describing the
activities performedby Montaup indesigning, implementing, monitoring and
evaluating Conservation and Load Management ("C4LM") programs as part of a
cooperative effortat the state level inMassachusetts andfhode Island. This
informational filing isrequiredunder the revised CiMclause whichwas approved
by the FERC in Docket No. ER93-79-000 on May 4, 1993, and which 1s contained iIn
Montaup's wholesale rate schedules for services to i1ts retail distribution affiliates,
Eastem Edison Company 1nMassachusetts and Blackstone Valley Electric Company
and Newport Electric Corporation infhode Island. All parties have beennotifiedof
this incorporation into the record by reference and have no objections.

A Pursuant to C.M.R. 220 § 1.103), 'Documentary Evidence: Incorporation by

Reference," the Department offers and enters into the record as ExhibitDPl-3 the
Company's November, 1994 report entitled"Conservationand Load Management
Annual feport Information Filing and Projected fevenue kequ i rements -- October 3,
1994,"whichwas fi1ledwi th the Department on October 31, 1994, pursuant to FERC.
All parties have beennotified of this Incorporation into the record by reference and
have no objections.
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primary reason for not conducting impact evaluations of all programs each year (r. 1,
at 16).

The Company 1s requesting LB for % percent of annual 1zed savings estimates for
1991, equal to 768,868 KIH for thi s program, to approximate the portion of savings not
included inthe Company's 1991 testyear sales level uponwhi chthe Company'sbase rates
were set (Exh. DPU-1, at 17).

The Company reported savings estimates for 1992 and 1993 based ona combination
of estimates from their tracking system and the results of a survey performed as partof a
process evaluation of this program (Exh. EE-1, at 17; DPl-1-5).% The tracking estimates
uti lized informationgathered throughsitevisits: (1) the guantity of measures installed;
(@ the types of measures installed; and ) wattage informationonthe original equipment
(Exhs. DPU-2-16, DPU-3-7). The Company developed measure-specific free-rider rates by
using the results of a telephone survey of participating customers (Exh. EE-L, Att. C3iH,
lol.1, at9.1).” The Company developedmeasure-specificpersistenceratesusingthe

results of telephone surveys and of on-site visitswithparticipating customers (id. at 7.)?

% The process evaluation included an assessment of implementation from the inception
of the program in March 1991, through December 1992 (Exh. EE-1, Att. CSIi-4,
lol. 1, at 2.]).

A Free-rider rates for measures installed as part of this program are as follows:
Lighting - 16 percent; Electricliater Heating -6 percent; lleatherization-
11 percent; A/CFilterCleanffeplacement-Tlpercent; andRefrigeratorCoil
Cleaning - 4l percent (Exh. EE-1, Sch. CSli-3).

8 Persistence rates for measures installed as part of this program are as follows

Lighting-8ipercent; ElectricliaterHeating-90percent; leatherization-
100 percent; A/C Filter Cleanffeplacement - 100 percent; andRefrigerator Coil
Cleaning - 90 percent (Exh. EE-1, Sch. CSlIi-3).
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The Company appl 1 ed these free-rider and persistence rates to tracking estimates for 1992
and 1993 to determine savings estimates for program implementation in these years (. |,
at 35-38).

The Company reported that, 1n1992, a total of4,120 Easterncustomers participated
1nthe SFRProgram (Exh. DPU-R-1), achieving estimated annual 1zed energy savings of
3,205,780 KIH (Exh. EE-1, Sch. CSlI-3). The Company presented estimates of demand
savings from 1992 installations of 24 Ki in summer and 859 Ki in winter (1d.).

In1993, a total of 4,502 Eastern customers participated 1n the SFRProgram (Exh.
DPU-RR-1), achieving estimated annual 1zed energy savings of 3,668,843 KiH (Exh. EE-1,
Sch. CSI-3). The Company presented estimates of demand savings from 1993 installations
of 190 Kl in summer and 895 Ki in winter (1d.).

2. Analysis and Findings

kegarding the Company's plan to conduct impact evaluations only every other year,
the record shows that the Company’'s 1mpact evaluation schedule 1s consistentwith its
C4LM Annual Report filedwith the FERC, whichhas jurisdictionover the Company's
DM program planning unti 1 1996. The record also shows that the Company quantified free-
rider rates and persistence rates by measure type through surveys conducted as partofa
process evaluation, and Incorporated the results 1nto 1ts savings estimates. Consistent with
the finding inSection 111.C3., below, the Department accepts the savings estimates
presented herein for the SFR Program for recovery of LBR 1n 1995. However, the
Departmentdirects the Company to recalculate the 1992 and 1993 savings estimates based on

the results of the impact evaluationthatwill be submitted inthe Company's next MAE
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filing, anddirects the Company to reconci le the recovery of LBR 1n1996 based on the
results of the revised estimates.

D. Multifamily Program

1. Description

The multifamily component of the Residential Retrofit program (‘Multifamily
Program) was des igned to encourage the installation of energy conservationmeasures in
existing multifamilybuildingswith five or more units (Exh. EE-L, at5). The program
targets electric space heating, water heating, and l ighting appl ications intenant and common
areas (1d.). The program encompasses a variety of implementation strategies including
energy audits, direct installation of ECMs, energy management training, and sales of ECMs
throughamail-order catalogue andretailerrebates (id., Att. Cii-4,Vol.2, at1.6). In
1992, Eastern offered services through the Multifami lyProgram free-of-charge to all
participating customers (id. at L7). In19%, Eastem required cost-sharing by participating
customers for common area and exterior lighting measures equal to the value of one year of
energy savings for the average participant (1d.).

The Company submi tted a process evaluation of the Multifami ly Program as part of
its initial filing (id.,, Att. CI+4,Vol. 2).”® The process evaluation consisted of interviews
with Company personnel involved inprogram marketing, implementation, andevaluation;

interviews wi'th the implementation contractor ; review and analysis of the program tracking

2 OnNovember 29, 1994 (1.e., after the close of hear 1ngs), the Company submi tted the

MultifamilyProgram impactevaluation inresponse to the Department’'s first
supplemental record request (Exh. DPU-S-1(R)).
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database; telephone surnveysandsitevisitswithprogramparticipants; andananalysisofthe
marketing strategies used to promote the program (id. at §1v). Through the process
evaluation, the Compary determined that participating customers were successfully recruited
through direct marketing by the implementation contractor, although additional marketing
strategies, suchasbill enclosures and mass media advertising, were recommended (1d.
at 9.2). The Company also concluded that, although certainprogramdel ivery bottlenecks
occurred, the program rece ived high customer acceptance and satisfaction (id. at 9.2-9.3)
The Company also estimated free-ridership levels for weather ization, water heating, and
I ighting measures, based on customer self-reported data obtained dur ing telephone surveys
(nd. at 9.6).

Finally, the process evaluation contained recommendations regarding program design,
marketing, del ivery, and evaluationof savings estimates (id. at9.8-9.13). pecifically, the
process evaluationrecommended that the Company carefullymonitorparticipationlevels in
I 1ght of Company goals; minimize program del1very backlog ; evaluate the customer
contribution requirement onprogram participationand measure penetration; modify, as
necessary,air-sealingguidel ines; and improve evaluationofsavingspersistence (id.).

The Company 1s requesting LB for % percent of annual 1zed savings estimates for
1991, equal to 136,044 KIH for thi s program, to approximate the portionof savings not
included inthe Company's 1991 testyear sales level uponwhichthe Company'sbase rates
were set (Exh. DPU-1, at 17).

he Company estimated that through the implementation in Eastem’'s service territory

of the Multifami ly Program, 3,93l units were treated 1n1992 and 23,018 uni ts were treated
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1n1993 (1d. at 2.1l). The Company estimated, based on an impact evaluation submitted to
the Department subsequent to hear ings, that the Multi fami lyProgramproduced energy
savings 1n1993, for which they seek LBR recovery, of approximately 136,000 KiH from
1991 installations, 1.9 millionKiH from 1992 installations, and 1.0 mi Il 1on KiH from
1993 installations (Exh. DPl-1, at 7). The Company also estimated that the Multifamily
Program produced energy savings in 1994, for which they seek LBk recovery, of
approximately 1.8 million KiH from 1992 installations, and 2.0 mall 1on KiH from 1993
installations (1d.).

2. Analysis and Findings

The Department notes that the Company's savings estimates were based on an impact
evaluation that was not subject to Department review, and that the impactevaluationwill be
subject to Department investigation in the Company's next DSM MéE filing. The
Department finds that the Company’'s savings estimates are consistent wi th Department

precedent conceming 'first look' savings estimates as establ 1 shed 1nllestemMassachusetts

Electric Company, D.P.U. 91-44, at 108-109. See Section I11.C, below. Therefore, the
Department accepts the savings estimates for the Multifami ly Program presented herein for
purposes of calculating LBR.

E. Residential Efficient Lighting Program

1. Description

In March 1991, the Company began implementation of thefesidential Efficient
Lighting Program, which consists of the Mail Order Catalog and Retai ler Rebate

Components (Exh. EE-1, Att. Clli-4, Vol. 3, at 1). The program iIs designed to offer
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residential customers efficient lighting products at subsidized prices (1d). he program 1s
marketedprimarily throughbill enclosures and special promotions (id.at 1, 11).

The Company didnot conduct an impact evaluationfor thisprogram, but statedthat it
may conduct an impact evaluationnext year if the costs of doing so are not prohibitive
(Tr. 1, at 18, 19). However, as apart of the persistence study of thisprogram that the
Company 1s currently conducting, some end-use meter ing wi ll be performed and the results
of the persistence study will be used in the reconci liation of savings estimates that will be
presented inafuturefiling(r. 1, at 17, 24). The Company stated that all plans for the
conduct of program evaluations were developed in cooperationwith interested parties in
Massachusetts and fhode Island, including Department staff and the Offi ce of the Attomey
General, and are consistentwithplans included inthe CiMAnnual Report filings to the
FERC (Exhs. DPU-2; DPU-3). However, the record Is Inconsistent 1n that the 1994 FERC
filing indicates that the Company wi Il complete an impact evaluation of this program by
October of 1995 (Exh. DPU-3, at 75).

The Company reported savings estimates for 1992 and 1993 program installations
based ona combination of tracking estimates and the results of surveys conducted as part of
aprocess evaluationof this program (Exh. EE-1, at 20, Sch. CSI-5). Through surveys of
1991 and 1992 program parti c 1 pants, the Company developed a free-rider rate of 15 percent
for lighting measures (Exh. EE-1, Att. CiI-4,Vol. 3, at 8.6). Throughsimi lar surveys of
these participants, the Company developed a persistence rate of /4 percent for l ighting
measures (1d. at6.3). The Company appl 1 ed these rates for free riders andpersistence to

tracking estimates for 1992 and 1993 installations todetermine savings estimates for these
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years (Exh. EE-1, at 20, Schedule C3li-5).

The Company 1s requesting LB for % percent of annual 1zed savings estimates for
1991, equal to 76,660 KiH for thi s program, to approximate the portionof savingsnot
included inthe Company's 1991 testyear sales level uponwhichthe Company'sbase rates
were set (Exh. DPU-1, at 17).

The Company stated that, 1n1992, a total of 9,376 Eastern customers participated in
thefesidential EfficientLightingProgram(Exh.DPUR-1), achieving estimatedannual 1zed
energy savings of 1,649,102 KiH (Exh. EE-1, Sch. CSI-5). The Company presented
estimated demand savings from 1992 installations of 168 Ki 1n summer and 560 KW 1n
winter for this program (1d.).

The Company stated that 1n1993, a total of 4,617 Eastern customers participated in
thefesidential EfficientLightingProgram(Exh.DPUR-1), achieving estimatedannual 1zed
energy savings of 598,839 KiIH (Exh. EE-L, Sch. CSI-5). The Company presented
estimated demand savings from 1993 installations of 60 Kl i1n summer and 230 Kil an
winter for this program (1d.).

2. Analysis and Findings

fegarding the Company's plan to not conduct an impact evaluation of thefesidential
EfficientLightingProgram 1n1994, the record shows that the Company's 1mpactevaluation
schedule 1sconsistentwith its C4MAnnualReportfiledwiththe FERC, whichhas
jurisdictionover the Company's DM program planning unti | 1996. However, with regard
to the Company’'s plan to conduct an impact evaluation of this program 1n 199, the record 1s

inconsistent inthat the Company stated that 1t may not conduct an impactevaluationofthis



D.P.U. 94-4-CC Page 27

program next year, but also presented a plan that indicated in 1ts 1994 CéM Annual Report
filing with the FERC that an impact evaluationwill be completed by October 1995.
Consistentwiththe finding inSection 111.C3., below, for purposes of thi sproceeding only,
the Department accepts the savings estimates presentedhere in. However, the Department
directs the Company to recalculate the 1992 and 1993 savings estimates based on the results
of the persi stence study thatwi Il be submi tted 1nthe Company's next ME i 1 ing and further
directs the Company to reconci le the recovery of LRassociated with implementation of the
1992 and 1993 this program 1n 1996. In addition, consistent with the Company's 1994
C4LM Annual Report filing with the FERC, the Department directs the Company to
perform an impact evaluation 1n199% unless the Company can demonstrate that the cost of
doing so would be excessive.

F. Energy Crafted Home Program

1. Description

The Company began implementation of the Energy CraftedHome ("ECH") program
1n 1991 (Exh. DPU-4, at 11-11). The program 1s designed to promote energy-efficient new
home constructionby providing financial incentives ranging from$ to ,80 for measures
that meet the program’s construction standards (id. at 11-10, 11). The program i1s marketed
throughmaai l ings targeted to bui lders, home buyers, realtors, and lenders, and throughpublic
relations activities (id., at 11-10).

The Company did not conduct an impact evaluation for this programbut 1s planning
to conductaresidential constructionbasel ine study inconjunctionwithotherelectric

companies(r. 1, at 19). he Company stated that the results of the basel ine studywill aid
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in the determination of savings estimates for this program (id. at 19, ). Because of the
lowparticipationrate inthe program, the Company does not planto conduct an impact
evaluation of this program (Ir. 1, at 19). The Company stated that all plans for the conduct
ofprogramevaluations were developed incooperationwith interestedparties in
Massachusetts and fhode Island, including Department staff and the Offi ce of the Attomey
General, and are consistentwithplans included inthe CiMAnnual Report filings to the
FERC (Exhs. DPU-2; DPU-3).

The Company reported savings estimates for 1992 and 1993 program installations
based on the difference i1n energy and load requ i rements between an ECHProgram home and
a hypothetical home bui It to currentMassachusetts bui lding code, as reflected inabuinlding
simulation model that incorporated relevant data regarding the end uses In each home, the
size of the dwellings, and other factors (Exh. EE-], at 2). The Company used a free-rider
rate of 0 percent and a persistence rate of 100 percent based on rates determined and
reported by Massachusetts Electric Company for implementation of a similar program (id.
at 21).

The Company stated that, 1n1992, a total of four Easterncustomers participated in
the ECHProgram (Exh. DPU-RR-1), achieving estimated annual 1zed energy savings of
4,991 KiH (Exh. EE-1, Sch. CiI-5). The Company presented estimated demand savings
from 1992 installations of 9 Kil in summer and 1 Kil in winter for this program (id.).

The Company stated that, 1n1993, a total of three Easterm customers participated In
the ECHProgram (Exh. DPU-R-1), achieving estimated annual 1zed energy savings of

20,821 KiH (Exh. EE-1, Sch. CSlii-5). The Company presented estimated demand savings
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from 1993 installations of 8 Kil in summer and 10 Kl inwinter for this program (1d.).

2. Analysis and Findings

Regarding the Company’s plannot to conduct an impact evaluation of the ECH
program in1994, the record shows that the Company's impact evaluationschedule is
consistentwith 1ts CiM Annual keport filedwi th the FERC, whichhas jurisdictionover
the Company's DSM programplanning unti 1 1996. The record indicates that inlieuofan
1mpact evaluation, the Company developed savings estimates for thisprogrambasedona
bui lding simulationmodel that incorporated data onend uses, size of dwell ing, and other
factors unique to eachhome that participated inthe ECHProgram in Eastem's service
territory. Consistentwiththe finding inSection 111.C3,, below, and for purposes of this
proceeding only, the Department accepts the savings estimates presented here in. However,
the Department directs the Company to reconci le the 1992 and 1993 savings estimates for the
ECHProgrambased on the results of the residential basel 1ne study thatwi Il be conducted
withotherelectric companies andto adjust the recovery ofLBRassociatedwith
implementation of the 1992 and 1993 Energy Crafted Home Program 1n1996. Inaddition,
the Department directs the Company to analyze the feasibil ity of performing, inconjunction
with other utilities, an inpact evaluation of this program and to perform an impact evaluation
in 1995 or to demonstrate why such an evaluation i1s not feasible.

G. Savings Estimates for 1991 ImplementationofDiscontinuedPrograms

In the December 1, 1994 i1l 1ng, the Company presented savings estimates for 1993
from the implementation of programs 1n 199! that were subsequently terminated or combined

with other programs (Exhs. DPl-1, at 17; DPU-4). The Company presented annual 1zed
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savings estimates for thefesidential Electricllater Heating ConservationProgram (IRAP)
of 99,62 KiH; the Efficient Air Conditioning Program (AIRCON) of 120,100 KiH for
residential customers and 47,918 KiH for C/1 customers; the C/I Calculatediebate
Program (BONUS) of 1,161,354 KiH; and the C/1 Efficient Lighting Program (BRITE) of
9,783,102 KWH (Exhs. DPU-1, WP-3; DPU-4). On December 14, 1994, the Company
provided supporting documentation for the above-described savings estimates (Exh. EE-L,
Supp.). The Company indi cated that the net savings for the discontinued programs have
been derived by applying end-use evaluation results of ongoing DM programs to the gross
savings for similar end-uses that were installed in the discontinued programs (id. at 4).
Because the Department didnot accept the savings estimates for the C/1 ketrofit
Program as presented by the Company, as specified inSection 11 .A,, above, andbecause the
savings estimates of the di scontinued programs are based on the results of impactevaluations
of ongo ing DSM programs, the Department cannot accept the savings estimates for
discontinued C/1 programs. The Department notes that the record 1snot clear as to how the
Company applied the C/1 Programreal izationrate to the discontinuedDSM programs.
herefore, as part of 1ts compliance filing, the Department di rects the Company to apply the
recalculatedreal 1zationrate per the Department'sdirective regarding the C/l fetrofit
Program inSection 11.A,, above, to the savings estimates for all appl 1 cable end uses that
were installed through discontinued DM programs 1n1991. For all discontinued residential
0 programs, consistent with our finding that the savings estimates for ongoing residential
0V programs were sufficiently unbiased and preci se, and because the savings estimates for

the 1991 programs were based onthese estimates, the Department finds the Company’s
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savings estimates for the 1991 residential M installations sufficiently ubiased and precise.

111. LOST BASE REVENIE

A. Methodology

1. The Company's Proposal

The Company proposed in itsoriginal filing inthe instantproceeding to alter the
conservationcharges to include the recovery of LRassociatedwithsavings achieved in
calendar year 1993 from DSM program installations during 1992 and 1993 (Exh. EE-2,
at 7). The Company sought to recover transmissionanddistribution ('tD") system
costs that previously were allowed Inbase rates but are no longer recovered due to the
energy savings (i.e., lostKiHsales) fromDSMprogram implementation(id. atb5-7). To
determine B, the Company firstcalculated rate category-specific factors forall residential
rate classes combined and for all C/1 rate classes combined by dividing & revenue
requirement for each category by energy sales during the test year for that category
(nd. at 6). The Company then multipl1ed those rate category-specific factors by category-
specific energy savings achievedduring 1993 (1.e., those savings produced by 1992 and 1993
DM program installations) to determine total lost revenue for each category (1d. at5, 7)
Finally, the Company divided the total lost revenue amount by forecasted energy sales in
each rate category to determine the LR factors that 1t proposes to add to the CCs for each
rate category (id. at5).

The various LBR factors were calculated for a thirteen-month period from

¥ The Company used annual 1zed savings estimates for both 1992 and 1993 when

calculating 1993 LBR.
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December 1, 1994 through December 31, 1995.* The Company calculated a LBk factor
of $.00031 per KIH for residential rate classes and %.00023 per KIH for commercial
and industrial rate classes. The Company estimated that the proposed LB factors would
result inbill impacts, as apercentage of currentbi lls, rangiing from 0.3 to 0.3 percent for
residential rate classes and from(.16 to 0.2 percent for commercial and industrial rate
classes.

During the course of hearings, the Company modified 1ts request to include revenue
lostduring1993fromDSM implementation i1n1991(i.e., the Company’'s lasttestyear),
because not all of the energy savings associatedwith199.0M installationswere reflected
in the test-year energy sales uponwhichbase rates were set (DPU-R-16). The Company
proposed to use one half of the annual 1zed savings achieved 1n1991, or5,616,772KIH, as
aproxy for energy savings thatwere not reflected in the test-year energy sales (id.).

OnDecember, 1994, the Company submittedrevised CCvalues to be implemented
January 1, 1995 through December 31, 1995 (Exh. DPU-1, at 2). The revised CC values
included proposed LBR due to energy savings during 1993 and 1994 (ad. at 17). The 1993
LBRwas based on one half of the annual 1zed savings estimates from 1991 and 1993, and the

anmual 1zed savings estimates from 1992 (id.).? The 1994 LB calculation excluded any

. At the procedural conference i1n this docket held on August 16, 1994, Eastern agreed

to extend the effective date of the proposed CCs an additional month to January 1,
1995.

¥ To approximate the energy savings obtained from six months of program installations

for 1991 and the energy savings obtained fromprogram installations made throughout
the year 1n1993, the Company used one half of the annual 1zed or total energy savings
from those program installations when calculating LBR recovery for 1993 (Exh.
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savings estimates from installations made 101991 and included amual 1zed savings from 1992
and 1993 (id.). The revised CC values included an LBR factor of $.0005 for both the
residential and C/l rate categories (Exh. DPU-1, Supp. at 4).

2. Analysis and Findings

The Department has indicated inprevious Orders that 1n quantifying LBR for
recovery from ratepayers It 1S necessary to determine a reasonable estimate of actual energy

savings that result from a company's DM programs. See, lestem Massachusetts Electric

Company, D.P.U. 89-260, at 107 (1990) ('D.P.U. 89-260"). In the Enstant proceeding, the

Company originally calculated LB for 1993, 1n part, from annual 1zed energy savings due to
19930M implementation. The Departmentnotes that, because installationof ECMs occurs
throughout the year of implementation, energy savings from DM installations ina given
year wouldnot achieve their cumulative energy and demand savings potential until the
following year -- in this instance, 1994. The Department notes that the revised LBR
calculations, filed onDecember 1, 1994, included one half of the annual 1zed savings from
1993 to approximate the energy savings that resulted in lost revenues 1n1993. The
Department finds that although the Company’s revised LBt calculationdoesnot reflect an
estimate of energy savings based onactual ECM installations over the course of theyearr, i1t
provides a reasonable approximation of the energy savings associatedwi th19% installations
eligible for [BRrecovery for purposes of the instant proceeding. herefore, the Department

accepts the revised calculation of 199318 from 1993 installations, as fi1 led onDecember |,

DPU-1).
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1994, subjectto themodificationordered inSection 11.A3, above, regarding the C/l ketrofit
Program, for purposes of calculating LBR. However, 1n future DSM proceedings, the
Department directs the Company to calculate LR to be recovered by estimating the quantity
of energy savings associatedwith the timing and size of the actual ECM installations over the
course of the year for eachyear of DM 1mplementationwhere annual 1zed savings estimates
do not reflect actual savings achieved.

Regarding the Company's modified proposal to include savings from 1991 DSM
1mplementation, the Department has stated that 1t 1s appropriate to allow recovery of LR
due to savings that were not reflected i1nthe testyear sales uponwhichbase rates were

determined. See Boston Edison Company, D.P.U. 91-233-A at 14-15 (1994). However, the

Departmentnotes thatbecause several of the di scontinued programs for whi ch the Company
seeks LBRwere not implemented throughout the entire test year, more than half of the
annual 1zed savings were included inthe calculationof testyear sales. Therefore, the
Department will not allow the Company to recover LBR based on 5 percent of the

amual 1zed savings associated with these installations as proposed (Exh. EE-L, Supp. at45).
The Department finds that the recovery of LR should reflect, as nearly as possible, the
quantity of energy savings that were not included in the test year energy sales. herefore,
the Departmentwi ll allow the Company to recover LBRassociatedwithone half of the
fractionofyearly installations that were made for eachprogram in199.. Thati1s, ifa
program installed ECMs for three-fourths of the year, the Departmentwi ll allow the
Company to recover LBRbased on three-e 1 ghths (1.e., one-half of three-fourths) of the

amual 1zed energy savings obtained by that program's installations 1n199.. Accordingly, the
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Departmentdirects the Company to submit, aspartof 1ts compliance filing, revisedsavings
estimates for di scontinued DM programs based on one-half of the fraction of the year in
which ECMs were i1nstalled.

Regarding the Company's modi fied proposal to recover LB for energy savings
during 1994, the Department notes that, as with recovery of 1993 LBR, recovery of 1994
[R based on savings estimates derived from tracking estimates and/or process evaluations
wi ll be reconci led based on more precise impact evaluations. Therefore, the Department
approves the recovery of 1994 LBR 1n the 1995 CCs. The Department notes that the
Company, in 1tsproposal to recover 199418, removed from the calculation!99l savings
estimates. The Department notes that, consistent with our decision inSection 111.C, below,
the Company 1s entitled to recover LR associated with savings due to implementation in
1991 1n1994. Therefore, as part of 1ts compl 1ance fi1ling to this Order, the Departmentwi ll
allow the Company to modify 1ts request to recover LB for 1994 from savings obtained
through 1991 installations.

B. Alternative Methodologies

1. Introduction

During hearings, three altemative methodologies by which LB recovery could be
calculatedwere discussed. The first altermative methodology was to calculate LB by
determining a gross LBRamount (i.e., similar to that provided by the Company intheir
proposal) and subtracting the costs thathave beenavoided as aresult of the implementation
of DM ("Avo 1ded Cost Methodology'). The Company provided information indicating that

approximately 9 percent of 1tshistoric transmissionsystem investments were load-growth-
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related and therefore potentially avoidable due to DSM implementation (Exh. DPU-2-8).
However, the Company indicated thatasimilaranalysis couldnotbe performed ina
reasonable timeframe for the Company's distribution system, the costs of which represent the
major portion of the Company's LBR (1d.; Exh. EE-2, Sch. 1, at 2).

The second alternative methodology was for the Company to recover Department-
approved LB associ1atedwith a specific year of DSM implementation for a set number of
years equal to the average length of time between each of the Company's last four rate cases,
or unti I new rates take effect subsequent to anew base rate proceeding, whi chever comes
first(RollingPeriodMethodology"). The Company calculated that the average length of
time betweeneachof 1ts last four base rate cases was three years (Exh. DPU-3-24).

The third alternative methodology was to allow the recovery of LBR based on
whether the Company earned 1ts allowedreturnonequity (fOE"), as specified inits last
base rate case proceeding, during the year that the revenue was lost (ROE Cap
Methodology'). Specifically, for any year where the Company earned 1ts allowedfOE, the
ROE Cap Methodology would not allow recovery of LBR that occurred during that year.

2. Positions of the Parties

a. Attorney General

The Attomey General argues that some modi ficationto the exi sting methodology to
calculate LR "1 s necessary to reconstitute LBs as a short term, revenue neutral remedy’

(Attorney General Brief at 6, citing lestern Massachusetts Electric Company,

D.P.U. 94-8A-CC at 6 (1994). The Attorney General contends that LBR recovery was not

intended to increase the profits of electric companies, but was intended to address the
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concemthat implementing Mwould unfairly penal 1ze companies by pushing their rates of
return below allowed rates (id., citingD.P.l. 86-36-F at ¥). The Attorney General asserts
that a threshold requiring that a company eam less than an allowedROE before recovering
any LR"isnot inany sense unfair unless one incorrectly assumes companies have aright
to excess earnings' (1d.).

The Attomey General proposes that the Department adopt a method that combines the
Rolling Period Methodology and the ROE Cap Methodology ("Combined Methodology")
(1d). yecifically, the Attomey General argues that the Department should limit recovery of
LBRto companies failing to earntheirallowedROE, capping the amount of LBRata level
no greater than that necessary to el iminate any eamings shortfall, and then limit the recovery
period to a span that represents the company's historical period between base rate filings (id.
at 6-7). The Attorney General contends that the Combined Methodology would "recognize
the two primary aims of the Department’ inallowing LB recovery: revenue neutral ity and
the short-termnature of the intended remedy (1d. at7). The Attorney General states that,
according to the proposed Combined Methodology, only after the Company had demonstrated
that 1thadnot earned 1ts allowedROE 1n any year would the Department review impact
evaluations to determine lost revenue and to establ 1 sh an appropriate time-span for recovery
of L& based on the Company's actual, average per 1od between base rate proceedings (id.).

b. The Company

The Company opposes the Attormey General's proposal to link recovery of LR to the
Company's actual return on equity (Company Brief at 3). The Company argues that,

contrary to the Attorney General's statement, the Department's pol icy states that LBR
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recoverywas intended to ‘compensate for any significant sales erosionand resultant revenue
loss causedby successful [DSM] programs” (ad., citiangD.P.U. 86-36-F at 35 (1988)). The
Company contends that the Attorney General 1mproperly substituted the term'"earnings
erosion' inplace of 'revenue erosion' in interpreting the Department’s Order in
D.P.U. 86-36-F and the regulations codified at 220 C.M.R. §10.02 (id. at 4).® The
Company contends that the Department never intended to use LB recovery as a means to
adjust a utility’s net income, and that coupl ing recovery of LRwith eamings 1s inconsistent
withregulatory lawandpolicyandwill cause areduction inDSMactivities inthe
Commonwealth (1d.). The Company further stated that recovery of LR "'should not be used
to offset efficient company actions (cost cutting, load shaping, etc.) necessary to eamator
above the allowed return. Intoday's competitive environment for both customers and
capital, the incentive for implementing DM programs ought to stand on 1ts own, and should
not undermine management's effort to increase earnings" (Exh. DPU-RR-9).

The Company further contends that the Attorney General incorrectly assertedthat'a
company earming above 1ts allowed returnhasno right to ‘'excess eamings™ (CompanyBrief
atb). The Company argues that, under Massachusetts law, rates are presumed to be just and

reasonable unti 1 the Department, after concluding an investigation, finds otherwise (id, citing

# The Company notes that the Department’'s Integrated resource management regulations

definerevenue erosionfromDMas"asituation inwhich [DSM] measures or
programs result in lower energy use than occurred in the test year of anelectric
company’s most recernt rate case, causing the electric company to sell lesselectricity
thanwas assumed Inthe mostrecent case inestablishing rates to produce the
company's allowed revenue requirement' (Company Brief at4, citing 220 C.M.R.
§ 10.02).
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G.L. c. 164, § 94). The Company asserts that any so-called"'excess earnings' should not be
retumed to customers any more than past eamings deficiencies should be recovered from
customers (1d.). The Company argues that the Attorney General's proposed Combined
Methodology wi ll provide the Company's management with inappropriate signals inthat
‘Whatever gains management has achieved between rate cases through the improvement of
load factor and the reduction of operating and maintenance expenses to advance thne utility's
competitive positionwill be erased annually' (1d. at 6).

The Company also contends that the Attorney General's proposal cannot be
adninistered fairly because many companies have settled the revenue requirements portion of
thelr recent base rate proceedings without specific findings by the Department regarding
allowed rates-of-retum (1d.). The Company asserts that, for these companies, the Attomey
General's proposal would introduce a new term into establ 1 shed settlement agreements that
would undermine those agreements (1d.).

The Company stated that the Avoided Cost Methodology Is conceptually problematic
because "1t mixes embedded (actual) costs and avoided (projected) costs, and 1snotreflective
of the Company’'s base revenue lost due to the successful 1mplementation of conservation'
(Exh. DPU-2-21).

On the record, the Company stated that 1t sawno advantages to theRolling Period
Methodology, whi ch'may make a company fi le for general rate rel ief sooner than itwould
otherwise," over the Company's proposed LBR methodology (Exh. DPU-2-20). On brief,
the Company states that of the three methodologies for the recovery of LB proposed by the

Department, 1t endorses only theRoll ing PeriodMethodology (Company Brief at6). The
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Company now contends that thefoll ingPeriodMethodology"is consistentwithregulatory
policy and canbe 1nplemented by all utilities without significantly altering regulatory policy'
(id.).

3. Analysis and Findings

InD.P.U. 86-36-F at 35-36, the Department stated that itwould entertainproposals
for lost revenue adjustments 1 f a company could demonstrate that "the successful
performance of 1ts [D0M] programswi Il result Insales erosi1onthat adversely affects revenue
inasignificant, quantifiableway." The Department later indicated that the recovery of LR
might only be necessary for the "short term'because, inthe long term, companies wouldbe
able to adjust their operating costs to reflect any reduction insales. D.P.U. 89-260, at 106.
In D.P.U. 89-260, the Department defined the short term as "less than one year." 1d.

In Commonwealth Electric Company/Cambridge Electric Light Company,

D.P.U. 93-15/16, at 9 (1993), the Department reaffirmed the D.P.U. 89-260 decision and
directed the companies to provide ananalysis of the fixed costs not recovered because of
DSM implementation. The Department required a similar analysis of Boston Edison
Company in i1ts order on that Company’s 1994 conservation charge. D.P.U. 91-233-A at 17.
Inthe Instantproceeding, the Department investigatedvariousLBirecovery
methodologies to determine the extent to which they reflect the fact that the Company's
1mplementation of DM programs wi ll, over time, permit a reduction inthe cost of providing
electricservice toratepayers. Indoing so, the Department investigated the extenttowhich
the proposed methodologi es would allow for the determinati on of net revenue lost due to

DM implementation; i.e., the Company's base revenue that i1s truly lost after taking into
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accout the opportunities to reduce the cost of electric service. hrough this Investigation,
the Department sought an LB recovery methodology that would provide sufficient incentive
to the Company's management to reduce costs and to operate the Company's resources as
efficiently as possible. Finally, the Department sought an LR recovery methodology in this
proceeding that was consistent with Department precedent, potentially applicable to all
electric companies, and relatively simple to administer.

Inevaluating the Avoided Cost Methodology, Eastem submitted an analysis indicating
that there 1s asignificant relationship between load growth and transmission investment. he
Company, however, was unable to provide a similar analysis relating to distribution
iInvestment, which constitutes a major portion of the Company's lost & revenue that might
be recovered through aLBRmechani sm. The Department finds thatwithgood information,
the Avoided Cost Methodology could provide an accurate determination of the effect of DM
energy and capacity savings on the Company's bottom I ine (1.e., the reduction inrevenue
minus the reduction incosts). However, because of the administrative burdenthis
methodology would impose upon the Company, aswell as the lack of gooddata, the
Department finds that the Company couldnot apply the Avoided CostMethodologywitha
reasonable level of statistical confidence. Therefore, the Department finds that the Avoided
Cost Methodology 1s not appropriate to apply in this proceeding.

In evaluating the ROE Cap Methodology, and the Combined Methodology as
proposed by the Attorney General, the Department finds the Company's argument
persuasive. The Department has i1n 1ts earlier decisions stated that recovery of LB should

account for lost revenues, not lost earnings. D.P.l. 86-36-F, at 35-36 ; D.P.U. 89-260,



D.P.U. 94-4-CC Page 4

at 104, 105. Although the Company did not present evidence to support 1ts contention, the
Department would agree that the ROE Cap Methodology and the Combined Methodology
may create a disincentive for the Company to advance 1ts competitive position through cost
reductions and implementation of other operational efficiencies. In addition, the Department
finds 1t inappropriate to assume, for the instant proceeding, that an increase Ineamings
causedby apotentiallybroadrange of factors (e.g., a lower costhealthcareplan) is
associated 1n any way wi'th the reduction 1n costs due to DM implementation. Furthermore,
the Department agrees wi th the Company that, because the Company's most recentbase rate
case was settled and a rate-of-retum value was not specified by that settlement, any effort to
determine an appropr 1ate fOE would be administratively burdensome (1 f not impossible) and
couldundermine thatnegotiated agreement. herefore, the Department finds thatne i ther the
ROE Cap Methodology nor the CombinedMethodology 1s appropriate to apply inthis
proceeding.

Inevaluating thekollingPeriodMethodology, the Department finds that this
methodologybestmeets the Department’'s currentobjectives. First,because thefolling
Period Methodology allows for the recovery of lost base revenue for a period equal to the
average, historic time spanbetween rate cases, it provides a reasonable apgproximation of the
distinctionbetween the Company's short-termand long-term costs and thus, areasonable
approximation of the extent to whi ch the Company’'s implementation of DM programswi ll,
over time, reduce the costs of providing electric service to 1ts ratepayers. That 1s,when
proposing a modification to 1ts base rates, the Company would effectively indicate that the

testyear 1s evidentof achange in 1ts long-term(i.e., recurring, periodically recurring or
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extraordinary”) costs to provide electric service. See Fitchburg Gas and ElectricLight

Company, D.P.U. 1270/1414, at 33 (1983). In addition, the reduction in load growth
associated with DM should allow the Company to alter (i1.e., defer, reduce or terminate) its
long-term D Investments. Further, the impending restructuring of the electricutility
iIndustry has provided a profound incentive to electric utilities tomaintainstable rates and
reduce the frequency of rate case filings. To the extent that the Company doesnot file a
base rate case for aperiod longer than the average, histor i c time spanbetween rate cases, the
Department observes that certaincostreductions made possiblebyDMcanhelpmaintaina
company's profitability.

Second, the Department finds that, unl 1 ke the Avoi1ded Cost Methodology and the
ROE CapMethodology, theRollingPeriodMethodologywi ll provide the Companywitha
direct and consistent incentive to reduce costs and to improve the efficiency of operations
wherever and whenever possible.

Third, the Department finds that the Roll 1ng Period Methodology 1s consistentwith
precedent because cost recovery for several components of a company's cost of service (eg,,
rate case expense) 1s treated inasimilarmanner; 1tcouldbe appliedtoall electric
companies; and itwouldbe relatively simple to administer. Accordingly, the Department
wi ll allow the Company to recover LBRassoc1ated wi th eachDM implementationyear for

a period equal to the average timespan between each of i1ts last four rate cases:. three years.

¥ Although extraordinary costs camot be anticipated and, therefore, are not recurring or

long-term innature, they must be amortized over an extended period of time to allow
forconsistency inratedesign. FitchburgGasand ElectriclLight Company,
D.P.U. 1270/1414, at 33 (1983).
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The Department notes that the Roll i1ng Per i od Methodology wi Il not affect the Company's
recovery of LBR 1n1995, butwi Il remove from the Company’s LBR calculation, for 1996,
LB recovery associated with energy savings from DM program implementation 1n 1991
and wi ll include LB recovery for energy savings associated with implementation in 1994

C. Recovery of LBR Based on Engineering Estimates

1. Introduction

Of the seven DSM programs (five residential and two C/I) implemented by the
Company during 1991, 1992, and 1993, savings estimates for only the two C/1 programs and
the Multifami ly program were based on impact evaluations prepared by third-party
consultants (Exh. EE-1, Sch. CSI-7). The Company proposed to offer as a late-filed
exhibitan impact analysis of i1ts single fami ly retrofit program, as support for LR recovery
for savings from this program (Ir. 3, at 15).

The Company's other residential programs’ savings estimates were based on
engineering estimates, tracking systemdata, and process evaluations. Based on the
Company's best estimates, the energy savings from the Company's residential programs
represent 62 percent of the total energy savings i1n199? and 36 percent of the total energy
savings 1n 1993 from all of the Company's DM programs (Exh. EE-1, Sch. CSI-7).

2. Positions of the Parties

a. Attorney General

he Attomey General argues that the Department has consistently limited recovery of
(R and financial incentives to actual savings data or estimates founded upon such data

(Attorney General Brief at 8, citing Boston Gas Company, D.P.U. 93-108, at 15-16, 19-22
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(1994) ; Massachusetts Electric Company, D.P.U. 89-194/195, at 181 (1990)). The Attorney

Gereral also contends that unless there 1s an opportunity for discovery, hearings andbriefing
on any impact evaluations late-filed in this proceeding by the Company, the Department

shouldrejectthe offering as untimely (id., citingBostonGas Company, D.P.U. 93-60, Order

on Appeal of Hearing Officer Rul 1ng, dated September 29, 1993). The Attorney General
asserts that the Department should deny recovery of LBRbhased on savings estimates
associated with any of Eastem's DM programs that lack timely filed impact analyses (id).

b. The Company

The Company argues that the acceptance of savings estimatesbasedonengineering
estimates i1s consistentwithDepartment precedent establ i shed 1nthe orders citedby the
Attormey General inhisbrief(CompanyBriefat’, citing Attorney General Brief at8). The
Company contends that the Attomey General provides no reason to use a different standard
for Eastern(id.). The Company also argues that any modifications to the LBRrecovered
due to revised savings estimates based on impact evaluations canbe incorporated in the
Company's next CC filing (1d.).

3. Analysis and Findings

Inthe past, the Department has allowed companies implementing DSM to recover
LR based on engineering estimates, so long as such LR is reconci lable based on measured

savings. See llestern Massachusetts Electric Company, D.P.U. 91-4, at 108-109 (1991).

Specifically, the Department has allowed recovery of LB based on a two-step process: a

‘first look' whereby savings estimates are based on tracking data (1.e., actual participation
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and number of measure installations);® ad a "second look' whereby savings estimates are
based on impact evaluations. 1d. at108-109. The Department has labeled this process a
‘double reconci l 1ationmethodology' and found 1t appropr 1ate for all electric companies

seeking recovery of LBR. See Fitchburg Gas and Electric Company, D.P.U. 94-5B-CC

at 18 (1994); D.P.U. 91-233-A at 12, 13. Therefore, the Department finds the Company's
proposal to recover LR associated with savings estimates developed through tracking
estimates and adjusted by data gathered in process evaluations (i1.e., savings unsupported by
an impact evaluation) to be reasonable and consistent with Department precedent.
Accordingly, the Department approves the Company's residential program savings estimates
consistentwithanymodifications specified inSections 11.C. through 11.F., above. The
Department notes that all LB recovered based on these savings estimates will be fully
reconci lable based on the Department’'s future reviews of net savings estimates and
supporting impact evaluations.

D. Allocation of LBR

1. Company Proposal

The Company proposed to allocate the 1993 LBR recovery to residential and C/1
customers, respectively, based on the total savings achievedby 1ts residential and C/I
programs (Exh. EE-2, at 3). The Company determined LB factors based on the aggregated

lost revenue for each rate category (1.e., residential and C/1) (1d. at5, 7). The Company

¥ Often referred to as gross savings estimates, first look savings estimates may include

some adjustments based on process evaluations, past years' impact evaluations or
other adjustments.
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proposed an LB factor of $0.0005 for its residential customers and a factor of $.0005 for
1ts C/1 customers (Exh. DPU-1, at 4).

The Company indicated that 1tdoes not track energy savings by rate class (e.qg.,
residential ratef-lversus?-)), and that energy savings information is maintainedonlyona
program-specific basis (Exh. DPU-3-21). The Company, however, does track DSM-related
expenditures onarate classhasis (i1d.). The Company also indicated that because LB
recovery 1s a component of the CC factor under the Company's conservation charge tar i ff,
LBR factors were calculated 1n the same manner as the CC factor for this filing
(Exh. DPU-3-22).

2. Analysis and Findings

The Department has stated that DM program costs should be allocated to the rate

classes that receive the benefit of those expenditures. Commonwealth Electric

Company/Cambridge Electric Light Company, D.P.l. 91-80, Phase Two-A at 138 (1992).

The Department also determined that recovery of LBR should be based on the savings
achieved by each rate class and should be reconci led based onmeasured savings. Boston

Edison Company, D.P.U. 91-233-A at 8 (1994). However, because the information is not

available inthis proceeding, and given the fact that the proposed LB factors are based on
7D only and result inrelatively small bill impacts, the Department wi 1l allow the Company
to allocate [Rona category-specifichasis, asproposed. Infuture CCproceedingfilings,
the Department directs the Company to take all reasonable steps to calculate energy savings,
and thus LB, on a class-specific basis. Further, the Department directs the Company to

revise 1ts conservationcharge tariff toreflectallocationof lBRonthisbasisandtoreflect
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the double reconci liation of L&, and to submit the revised tariff as part of 1ts compliance
filing to this Order.

1. CONSERVATION CHARGES

A. Company Proposal

The Company proposed to recover 1995 DSM program expenditures and 1993 LBR
and to reconci le program expendi tures from 1994 through new CCs beginning January 1,
1995 (Exh. EE-2, Sch. 3). Based onan updated fil i1ng, the Company proposednew CCs for
residential rate classes ranging from(.16 cents per KiH (for the k-4 rate class) to
0.56 cents per KiH (for theR-3rate class), and for C/1 rate classes from(.2l cents per
KIH (for the G-6 rate class) to 0.67 cents per KIH (for the G-5 rate class) (Exh. DPl-1,
at).

The Company calculated the proposed CCs by first adding projected 1995 DSM
exerditures for eachrate category (1.e, all residential rate classes combined and all C/l rate
classes combined),® indirect expenses for each rate category, overrecovery from 199 for
eachrate category, and LBR from 1993 and 1994 for each rate category, anddividing the
sumby forecasted1995KIH sales for eachrate category (id. at3, Sch.?2). Based onthat
analysis, the Company calculated CCs of (.26 cents per KiH for the residential rate
category and 0.4 cents for the C/1 rate category (1d. at Sch. 2, at ).

The initial CCs were adjusted by what the Company refers to as a "true-up charge

% The proposed program expenditures in the Company's December 1, 1994 fi ling for

1995 DM program implementation are consistent with those fi1led with the FERC on
November 1, 1994 (Exh. DPU-4).
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factor' (TC Factor’) (kd. at Sch. 3). The IC Factor reconciles, for each rate class, actual
DSM expendi tures with revenue recovered during the period October 1, 1993 through
September 30, 1994 (1d.). The Company combines the initial CCswith the rate class-
specific IC Factors to determine final rate class-specific CCs (1d.,, at Sch. 1). The Company
revised the proposed CC based on updated savings estimates and budget projections (Exh.
DPU-1, at 11, 17). The revised CCs range from (.16 cents per KIH to 0.56 cents per

KiH for residential rate classes, and from(.39 cents per KiH to 0.68 cents per KIH for
C/1 rate classes.

B. Analysis and Findings

The Department has determined that cost allocation of DSM program expenditures
should be designed to reflect a company’s cost to serve each rate class, directly assigning
those costs attributable to providing services to agivenclass ad fairly apportioning common

costswhendirectassignment 1s impossible. Massachusetts Electric Company,

D.P.U. 89-194/195, at 211 (1990). The Department notes that the Company's proposal,

over time, directly assigns costs to those rate classes participating inthe Company's
programs by reconci l ing any costs with revenue collected from each class through the 1C
Factor mechanism. The Department finds that the Company's proposal regarding allocation
of DM program expenses i1 s consistent wi th Department pol 1 cy, and therefore, approves the
proposed allocation methodology.

The Department also notes that the Company's 1996 DSM program designs and

budgets are subject to Department approval. The Department directs the Company to submit

proposed 1996 CCs at the time the program designs and budgets are fi led for Department
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approval 1n September 1995.
V. ORDER

Accordingly, after due notice, and consideration, 1t Is

ORDERED: That Eastern Edison Company's request for approval of the proposed
conservation charges as filed wi th the Department of Public Uti l ities onJune 29, 1994, for
the period September 1, 1994 through December 31, 1995, and as subsequently amended by
the Company on December 1, 1994, for the period January 1, 1995 through December 3,
1995, be and hereby 1s DENIED; and 1t is

FWRTHER ORDERED: That Eastern Edison Company modify the Commercial and

Industrial fetrofit Programsavings estimates consistentwiththedirectives specified in
Section I1.A, above; and 1t 1s

FURTHER ORDERED: That Eastern Edison Company implement its plans to refine

persistence figures for the Commercial and Industrial fetrofit Program in future years; and it

1S

FWRTHER ORDERED: That Eastern Edison Company shall, as part of i1ts

compliancefiling, apply the recalculatedreal i1zationrate per the Department'sdirective
regarding the C/I Retrofit Program inSection 11.A, above, to the savings estimates for all
applicable end uses that were installed through discontinued M programs 1n1991; and it 1s

FWRTHER ORDERED: That Eastern Edison Company shall submit, as part of i1ts

compliance filing, revised savings estimates for discontinued DM programs based on one-

half of the fraction of the year in which ECMs were installed; and 1t 1s

FURTHER ORDERED: That Eastern Edison Company implement the Department's
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folling PeriodMethodology, as discussed inSection 1118, above, for the recovery of lost
base revenue 1n 1996, and 1t 1S

FWRTHER ORDERED: That Eastern Edison Company's proposal to allocate lost

base revenue onarate category-specificbhasis, be andhereby is, APRROIED; and it is

FURTHER ORDERED: That Eastern Edison Company, in future conservation

charge filings, shall take all reasonable stepsnecessary to calculate energy savings, ad thus
lost base revenue, on a rate class-specific basis, and 1t 1s

FURTHER ORDERED: That Eastern Edison Company submit i1ts compliance filing

to the Departmentwithin five business days of the 1ssuance of thisOrder; and it is

FURTHER ORDERED: That Eastern Edison Company comply with all directives of

this Order.

By Order of the Department,

Kenneth Gordon, Chairman

Mary Clark llebster, Commissioner
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Appeal as to matters of law from any final decision, order or rul ing of the Commissionmay
be taken to the Supreme Judi cial Courtby anaggrievedparty in interestby the filing ofa
writtenpetitionpraying that the Order of the Commissionbe modified or setaside inwhole
or in part.

Suchpetitionforappeal shall be filedwi th the Secretary of the Commissionwithintwenty
days after the date of service of the decision, order or rul ing of the Commission, orwithin
such further time as the Commissionmay allow upon request filed prior to the expiration of
twenty days after the date of service of saiddecision, order or rul ing. lithintendays after
suchpetitionhasbeenftiled, the appeal i1ng party shall enter the appeal 1nthe Supreme
Judicial Courtsitting inSuffolk County by filing a copy thereof with the Clerk of said Court
(Sec.5, Chapter 25, G.L.Ter. Ed., as most recently amended by Chapter 485 of the Acts of
1971).



